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Retirement Systemn Members:

We are pleased to present the 2005 Annual Report of your Pension Board. As can be seen, the
Retirement System experienced another year with an increase in net assets available for pension benefits
as the stock market continued its rebound from the lows reported during the years of 2000 through 2002.
Contributions and net investment income exceeded pension benefits and administrative expenses by $9.7
million. Total assets at the end of the year exceeded $1.5 billion. For further detailed information
regarding the performance of the pension fund, please see the management discussion, financial
statements and footnotes that follow.

The description of the Employees’ Retirement System, included in this report, highlights major plan
provisions. County ordinances, labor agreements, Pension Board rules and the Govemmental
Accounting Standards Board prevail over the contents of this report. If yon have any questions, please
call the Retirement System office at 278-4207. '

Members considering retirement within the next few years are reminded to watch for announcements
from the County for retirement information programs. Please call the Retirement Division at 278-4208
for further information regarding these programs. If you are interested in meeting with a retirement
counselor to discuss retirement, please schedule an appointment by calling 278-5127.

Each year, Milwaukee County distributes benefit statements reflecting balances as of the end of the
‘previous year. You should be aware that, in the event you ever worked for Milwankee County on a part-
time basis, the benefit statement that you received might slightly overstate your pension service credit
total. If it is overstated the pension service credit will be adjusted at the time of your retirement.

Remember to keep your beneficiary designations current by informing the Retirement System Oifice of
any changes. Retired members should also notify the Retirement System Office in writing of any
changes in residence or address so that your checks and year-end 1099R statements are properly mailed.

Sincerely,

The Pension Board

COURTHOUSE, ROOM 210-C  » 901 NORTH 9TH STREET - MILWAUKEE, W153233 - (414} 278-4207
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Management’s Discussion and Analysis
{in Thousands of Dollars)

Management is pleased to provide this overview and analysis of the financial activities of the Fmployees’
Retirement System of the County of Milwaukee “ERS” or “Retirement System” for the years ended December

31, 2005.
FINANCIAL HIGHLIGHTS

. Plan net assets for ERS increased $9,665 during the calendar year 2005 compared to an increase of
$56,662 for the calendar year of 2004. The increase was due to the continued improvement in market
conditions.

*  Cash and short-term investments fluctuate considerably from year to year. The amount for 2005 and
2004 are at the lower end of normal.

*  Receivables increased primarily due to the partial payment of the 2004 lump-sum contribution of $10.0
million in 2004. As in prior years, the lump-sum contribution for 2005 will be paid following the close
of the year.

*  Other liabilities increased in 2005 versus 2004 due to $15,807 increase in security lending collateral
offset by an $11,888 decrease in pending purchases of securities at the end of the year.

. The rate of return on total assets, of the Pension Fund net of investment expenses, was 8.3% and 12.9%
for the years ended December 31, 2005 and 2004, respectively.

*  There was a net investment gain of $124,391 for the year ended December 31, 2005 versus $184,521
for the year ended December 31, 2004. _

. Benefit payments decreased $13,061 in 2005 versus 2004 due to a reduction in retirements in 2005.
This resulted in a $25,356 decrease in lump-sum payments. This was offset by a $12,295 increase in
monthly pension benefits.

. Withdrawals decreased $118 in 2005 due to the death of two active members in 2004 resulting in two

large withdrawals.

*  As of December 31, 2005 and 2004, the funding ratio (actuarial value of the assets divided by the
actuarial accrued liability) for the plan was 76.2% and 79.9% respectively. The funding ratio listed
above gives an indication of how well this objective has been met to date. The higher the funding ratio
the better the plan is funded. The funding ratio has declined because of investment losses and revisions

in the plan benefits.

The Board of Trustees of ERS has the responsibility for the overall performance of the Pension Fund. The
Board’s principal means to achieve this goal is by (a) determining an asset allocation policy which is
expected to provide long-term rate of return sufficient to fund benefits while minimizing the risk of loss
through diversification, (b) selecting an appropriate number of investment managers to manage the
assets within an asset class and monitoring the performance of such investment managers relative to
specified benchmarks, and (c) implementing cost containment measures intended to reduce the
investment fees and costs associated with investing the Fund’s assets. The Board is the fiduciary of the
Fund and is responsible for carrying out the investment functions solely in the interest of the members

and benefit recipients.

OVERVIEW OF THE FINANCIAL STATEMENTS

The discussion and analysis is intended to serve as an introduction to the Retirement System'’s financial
statements. The financial section is comprised of four components: (1) financial statements, (2) notes to the
financial statements, (3) required supplementary information, and (4) other supplementary schedules.

Financial Statements. There are two financial statements presented for the plan. The Statement of Plan Net
Assets as of December 31, 2005 and 2004 indicates the net assets available to pay future benefits and gives a
snapshot of the financial assets available for pension benefits at a particular point in time. The Statement of
Changes in Net Plan Assets for the year ended December 31, 2005 and 2004 provides a view of the additions

and deductions to the plan for the years presented.

Notes to financial statements. The notes provide additional information that is essential for a full
understanding of the data provided in the financial statements.




Management’s Discussion and Analysis
(In Thousands of Dellars)

Required supplementary information. The required supplementary information consists of a Schedule of
Funding Progress and a Schedule of Employer Contributions and related notes concerning the funding status
of the plan. These schedules provide histarical trend information, which contributes to understanding the

changes in the funded status of the plan over time.

Gther supplementary schedules. The additional schedules (Ten-Year Historical Trend Information, Net Fund
Assets, Actual County Contributions, Active Membership Statistics, Retirements and Survivors) are presented

for the purpose of additional analysis.

Reguests for financial information:

The financial report is designed to provide the Retirement Board, our membership, taxpayers, investment
managers and creditors with a general overview of ERS finances and to demonstrate ERS’s accountability for
the funds under its stewardship. Please address any questions about this report or requests for additional

financial information to:
Milwaukee County ERS
901 N.-9th Street Room 210-C
Milwaukee, WI 53233
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Notes o The Financial Statements
For the Year Ended December 31, 2005

{1) Description of Retirement System —
The following brief description of the provisions of the Fmployees’ Retirement System of the County of

Milwaukee (“ERS” or the “Retirement System”) is provided for financial statement purposes only. Participants
should refer to Section 201.24 of the General Ordinances of Milwaukee County and their respective
bargaining agreement for more complete information.

The Retirernent System is a single-employer plan that was created to encourage qualified personnel to
enter and remain in the service of the County of Milwaukee (the “County”) by providing for a system of
retirement, disability and death benefits to or on behalf of its employees. By the passage of Chapter 201 of the
Laws of Wisconsin for 1937, the County was mandated to create the Retirement System as a separate legal
entity. It did so by the passage of Section 207.24 of the General Ordinance of Milwaukee County. The
authority 1o manage and control the Retirement System is vested in the Pensiton Board. The Pension Board
consists of nine members — three members appointed by the County Executive (subject to confirmation by the
County Board of Supervisors), three employee members elected by the employee participants, two members
appointed by the County Board chairperson and one retiree-elected member.

T e B s T e oo, T o s T

Contributions —

The Retirement System is substantially noncontributory. However, participants meeting certain criteria
have the option to contribute to membership accounts. In addition, the County contributes to membership
cipants enrolled prior to 197 1. Member account balances are as follows:
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Contributions due from the County to the Retirernent Systern consist of amounts sufficient to fund the
annual normal cost and interest on and amortization of the unfunded or overfunded actuarial accrued
liability. A substantial portion of the current year’s contribution is paid to the Retirement System in the
following year.

The County makes contributions to the Retirement System based upon actuarially determined
confribution requirements, as well as additional contributions made at the discretion of the County Board.
Actuarially determined contribution requirements are set during the County’s budget process. The data
available for the determination is based upon the prior fiscal vear’s demographics. The actuarially determined
contribution requirements set during the budgeting process may differ from the annual required contribution
(ARC) for the current period as a result of changes in the plan provisions implemented subsequent to approval
of the County budget. During the year, the Retirement System accrues only those contributions that the
County is statutorily required to pay. This consists of those contributions that were included in the County’s
current year's budget and any additional contributions that may have been committed at the discretion of the
County Board. For 2005 and 2004, the County contribution recorded by the Retirement System was
$2,192,755 less than and $1,894,974 greater than the ARC for 2005 and 2004, respectively.

Benefits —
The normal retirement benefit is a monthly pension for the life of the participant. For deputy sheriff

participants with less than 30 years of service, the normal retirement age is 57. For all other participants the
normal retirement age is 60, although some labor agreements require a minimum of 5 years creditable service
at age 60. Active participants are also eligible to retire when their age added to their years of service equals
75. The County Ordinance and Labor Agreements require an employee to be a member prior to a stated date
in order to qualify for the rule of 75. The normal retirement benefit payable to a participant whose
membership began prior to January 1, 1982, is equal to 2.5% for deputy sheriffs and elected officials, and 2%




for all other participants, of the participant’s three-year final average monthly salary, as defined in the
Ordinance and labor agreements, multiplied by the number of years of credited service. The amount of
normal retirement benefits payable for a participant whose membership began after January 1, 1982 is as
follows: 2.5% for deputy sheriffs, deputy sheriff lieutenants, deputy sheriff ECPs and DA investigators hired
before July 1, 1995; 2% for deputy sheriifs, deputy sheriff lieutenants, deputy sheriff ECPs and DA
investigators hired after June 30, 1995; 2% for elected officials; 2% for firefighters and non-represented
firefighters beginning January 1, 1999; and 1.5% for all other participants, of the participant’s five-year final
average monthly salary, as defined in the Ordinance and labor agreements, multiplied by the number of years
of credited service. Each year after retirement, the amount of monthly benefit is increased by an amount equal
to 2% of the benefit paid for the first full month of retirement. The maximum benefit, excluding any post-
retirement increases, payable to a participant cannot exceed the sum of 80% of the participant’s final average
monthly salary.

As of January 1, 2001, certain plan changes became effective, except for represented deputy sheriffs.

These changes are noted below:

* The County will pay the accrued sick allowance in full upon retirement for those participants hired

prior to January 1, 1994. Previously, a member received both a cash payment from the County and

pension service credit for a portion of the accrued sick alfowance.

* A bonus of 7.5% per year, up to a maximum of 25%, is added to the Final Average Salary for those

employees whose membership in the Employee’s Retirement System began before January 1, 1982, or

july 1, 1995 for a non-represented Deputy Sheriff.

» All service credit earned after January 1, 2001 will-be credited with an additional .5% multiplier for

those employees whose membership in the Employee’s Retirement System began after December 31,

1981, or June 30, 1995 for a non-represented Deputy Sheriff. Also, for each year of pension service

eamned after January 1, 2001, eight (8) vears of service earned prior to January 1, 2001 shall be credited

with an additional .5% multiplier.

* A “back drop” payment option was established that would permit an employee to receive a lump-sum

cash payment and a monthly pension benefit upon retirement. The lump-sum cash payment is the total of

the monthly pension benefits, adjusted for COLA increases, that a member would be entitled to from a

prior date (back drop date) to the date that the member terminates employment plus compounded

interest. The back drop date must be at [east one year prior to the termination date and the member must
have been eligible to retire as of that date. The member will be entitled to a COLA adjusted monthly
pension benefit based on the back drop date once the member terminates employmenit.

* A participant is vested upon attaining 5 vears of creditable pension service.

The following changes were made effective as of the stated dates:

* Effective March 15, 2002, the County will pay non-represented employees for the first 400 hours of

accrued sick aflowance and 16% of any sick allowance in excess of 400 hours. No pension service credit

is added for this accrued sick allowance payout,

* Non-represented employees and elected officials hired on or after March 15, 2002 are not eligible to

receive the drop back pension benefit. Employees represented by a labor agreement must also be hired

prior to the date specified in the labor agreement to be eligible to receive the the drop back benefit.

» Individuals elected after March 15, 2002 are not eligible to receive the additional .5% pension benefit

multiplier. _

* Effective January 1, 2003, the pension benefit for employees who became members after December 31,

1981 shall be based upon a final average salary equal to the three highest consecutive years of earnings

instead of the five highest consecutive years of earnings, except for represented sheriffs.

A participant who meets the requirements for an accidental or ordinary disability benefit is entitled to an
amount equal to the normal retirement benefit, but not less than 60% of a participant’s final average salary for
accidental disability. Fifteen years of credited service is required to apply for ordinary disability.

Most participants are immediately vested upon attaining age 60. A vested participant is eligible for a
deferred pension beginning as of the member’s normal retirement date,

A participant who is 55 years of age and has 15 years of credited service may elect to receive early
reduced retirement benefits. The participant would be entitled to a benefit equal to the normal retirement
benefit with a lifetime reduction of 5% for each year prior to the normal retirement date.

Upon the death of an employee participant and usually after one year of service, which varies by labor
agreement, a spouse with one dependent child, as defined in the Ordinance, will receive 40% of the
deceased participant’s salary, reduced by an amount equal to Social Security benefits payable to the spouse.
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An additional 10% of salary, reduced by Social Security benefits, is paid for each dependent child. The total
benefit, if there are more than five eligible children, generally cannot exceed 90% of the prior salary level.
The total benefit includes Social Security benetits. Upon attaining age 60, the spouse wilt receive 50% of the
normal retirement benefit based upon service projected to age 60 of the employee participant. If there is no
spouse or child, the death benefit payvable to a designated beneficiary is equal to 50% of the deceased
participant’s final average salary, but not to exceed $2,000. Deputy sheriffs are covered by special provisions
if their death occurs as a result of an accident in actual performance of duty.

A participant who attained eligibility for normal retirement benefit may elect a protective survivorship
option of 100% or 50% (discussed below). A surviving spouse will be paid a survivorship pension of 100%
without making an election. For a survivorship pension to be paid to a designated beneficiary, other than a
surviving spouse, election must be fited in writing on a form prescribed by the Pension Board.

Currently, employee participants may choose between several options when retiring. The available
options are:

- Maximum This option is a pension benefit that is payable over the life of the participant and ceases

upon the participant’s death;

- Membership Account Refund This opticn is an actuarially reduced pension benefit that ceases upon the
death of the participant. This option, however, guarantees that the participant will receive the total
balance in his/her Membership Account as of the retirement date. The Membership Account balance is
reduced each month by an actuarial determined amount. Any balance remaining upon the participant’s
death will be paid to the participant’s beneficiary. Generally, only participanis hired prior to 1971 have
a Membership Account and, therefore, are the only employees eligible for this option;

-~ 25% This option is a reduced pension benefit that is payable over the life of the participant. Upon the
participant’s death, 25% of the pension benefit is payable over the life of a named beneficiary, if living;

- 50% This option is a reduced pension benefit that is payable over the life of the participant. Upon the
participant’s death, 50% of the pension benefit is payable over the life of a named beneficiary, if living;

— 75% This option is a reduced pension benefit that is payable over the life of the participant. Upon the
participant’s death, 75% of the pension benefit is payable over the life of a named beneficiary, if living;

— 100% This option is a reduced pension benefit that is payable over the life of the participant. Upon the
participant’s death, 100% of the pension benefit is payable over the life of a named beneficiary, if
living;

— 10-Year Certain This option is a reduced pension benefit payable over the life of the participant but is
guaranteed Tor a period of 10 years, in the event that the participant should die within 10 years after the
retirement date.

— Board Discretion This option is at the discretion of the Pension Board and is the payment of a benefit in
a form other than those set forth above provided that payments in such other form shall be the actuarial
equivalent of the benefit otherwise payable. An administrative charge is assessed for each calculation
performed under this option.

Benefits of $148.3 million and $161.4 million were paid in 2005 and 2004, respectively, including

periodic pension benefit payments of $122.6 million and $110.4 million and dropback lump-sum pension
benefit payments of $25.7 million and $51.0 million in 2005 and 2004, respectively.

(2) Summary of Significant Accounting Policies:

New Accounting Pronouncements —

in fiscal year 2005, the Retirement System implemented Governmental Accounting Standards Board
(“GASB") Statement No. 40, “Deposit and Investment Risk Disclosures” (an amendment of GASB No. 3).
GASB 40 modifies and expands disclosure requirements for deposits and investments. In accordance with
GASB 40, deposit and investment risk disclosures are required for interest rate risk, credit risk, concentration
of credit risk, custodial credit risk and foreign currency risk. The new requirements are effective for fiscal

periods beginning after June 15, 2004,

Basis of Accounting —
The accompanying financial statements are prepared using the accrual basis of accounting. Employee

and employer contributions are recognized as revenues in the period in which employee services are
performed and expenses are recorded when the corresponding liabilities are incurred.

Investments —
Investments, primarily stocks, bonds, certain government loans and mortgage-backed certificates, are

stated at quoted fair value. Temporary cash investments are valued at cost, which approximates fair value.
Investments in venture capital partnerships are valued at estimated fair value, as provided by the Retirement
System’s venture capital investment manager. Investment transactions are recorded on the trade date.
Realized gains and losses are computed based on the average cost method.,
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A summary of investments at cost is as follows:

Valuation of International Securities -
Securities and other assets and liabilities denominated in foreign currencies are translated into U.S. dollar

amounts on the date of valuation. Purchases and sales of securities and income items denominated in foreign
currencies are translated into U.S. dolfar amounts on the respective dates of such transactions.

Expenses —
Administrative expenses incurred by the County refated to the Retirement System are payable by the
Retirement System to the County. Such expenses totaled $972,805 and $1,053,714 in 2005 and 2004,

respectively.
Use of Estimates —

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates. '

{3} Income taxes —

The Internal Revenue Service ruled on july 23, 2001, that the Plan was in compliance with Section 401 (a)
of the Internal Revenue Code (IRC), and, therefore, is a tax-qualified plan. The Retirement System has been
subsequently amended. Management believes that the Plan continues to be in compliance with the IRC and
maintains its tax-qualified status.

{4) Contributions Required and Contributions Made —

The Retirement System’s funding policy provides for periodic County contributions at actuarially
determined rates that, expressed as percentages of annual covered payroll, are sufficient to accumulate
sufficient assets to pay benefits when due. Payroll contribution rates are determined using the Aggregate Entry
Age Normal method of funding. The Retirement System also uses the level percentage of payroll method to
amortize the unfunded liability over a 30 vear period in 2005, The significant actuarial assumptions used to
compute the contribution requirements are the same as those used to compute the pension benefit obligation.

County contributions totaling $35,415,185 and $35,143,178 were recorded in 2005 and 2004,
respectively, The 2005 contribution was less than and the 2004 contribution was greater than the total
actuarial required contribution using the Aggregate Entry Age Normal method of funding with normal cost
computed as a level percentage of pay. See the Schedule of Employer Contributions in the Required
Supplementary Information. The County’s contributions to the Retirement Systern were 15.7% and 16.8% of
annual covered payroll for 2005 and 2004, respectively.

The 2005 and 2004 contributions reflected in the accompanying statements were actuarially determined
as of January 1, 2004 and 2003. These amounts were included in the County’s 2005 and 2004 budgets. The
Retirement System as of December 31, 2005 and 2004 reflected the unpaid portion of the 2005 and 2004
contributions as a contribution receivable.

Significant actuarial assumptions used include {a) & rate of return on the investment of present and future
assets of 8.5%, compounded annually in 2005 and 2004, (b) projected salary increases averaging 5.5% per
year compounded annually, attributed to inflation, seniority and merit, and (c) post-retirement benefit
increases of 2.0% per year for both 2005 and 2004.
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{(5) Deposit and Investment Risk Disclosure —

As provided by state legislative act and County Ordinance, the Retirement System's Board has exclusive
control and management responsibility of the Retirement System’s funds and full power to invest the funds.
In exercising its fiduciary responsibility, the Board is governed by the "prudent person* rule in establishing
investment policy. The "prudent person” rule, requires the exercise of that degree of judgment, skiil and care
under the circumstances then prevailing which persons of prudence, discretion and intelligence exercise in
the management of their own affairs, not in regard to speculation, but in regard to permanent d isposition of
their funds, considering the probable income as well as the probable safety of the principal. The Board has
adopted a Statement of Investment Policy to formally document investment objectives and responsibilities.
This policy establishes guidelines for permissible investments of the Retirement System. The Retirement
System's investments are subject to various risks. Among them are credit risk, concentration of credit risk,
custodial credit risk, interest rate risk, and foreign currency risk. Each of these risks is discussed in more

detail below.

Concentration of Credit Risk -
Concentration of credit risk is a risk of loss that may be atiributed to the magnitude of the Retirement

System’s investment in a single issuer, generally inivestments in any one issuer that represents five (5)
percent or more of total investments. Investments issued or explicitly guaranteed by the U.S. Government
and investments in mutual funds, external investment pools, and other pooled investments are excluded

from this definition.

Credit Risk —
Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations.

The credit risk of a debt instrument is measured by nationally recognized statistical rating agencies such as
Moody's Investors Services (Moody's), Standard and Poor (S & P} and Fitch Ratings (Fitch's). With the
exception of the Loomis Sayles - High Yield and the MCM Aggregate Bond portfolios, bonds purchased and
owned in each portfolio must have a minimum quality rating of Baa3 (Moody's) or BBB- (S & P or Fitch's).
The average quality of each portfolio must be A or better. For Loomis Sayles - High Yield, bonds must have
a minimum quality rating of B3 (Moody's) or B- (S & P or Fitch's) at the time of purchase. The fixed income
securities for the MCM Aggregate Bond portfolio should have a minimum quality rating of A, with the
exception of 15% of the portfolio which may have a minimum quality rating of BBB. The average credit
quality ratings of investments in fixed income securities by nationally recognized statistical rating agencies
as of December 31,2005 are as follows: (amounts are in thousands of dollars) :

* This represents the average rating of the Moody's, S & P and Fitch's rating services. The rating symbols are
those used by Moody's,
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The Loomis Sayles High Yield portfolio holds all investments with a rating less than Baa3, except

for the following securities that have an average rating of Bal
- a security in the amount of $425,000 held by ).P. Morgan and
securities in the amount of $124,201 and $588,550 held by the Loomis Sayles Invesiment

Grade portiolio.

Custodial Credit Risk — Deposits and Investments

Custodial credit risk is the risk that, in the event a financial institution or counterparty fails, the
Retirement System will not be able to recover the value of its deposits, investments or securilies. Investment
securities are exposed to custodial credit risk if the securities are uninsured, are not registered in the
Retirement System’s name and are held by the counterparty.

No formal policy exists on custodial risk. However, substantially all assets of the Retirement Syatem are
held in its name. Repurchase agreements held by the Retirement System are essentially collateralized
overnight loans, with the securities held by Wells Fargo, the counterparty, as collateral. These securities are
held by Wells Fargo but not in the name of the Retirement System. As of December 31, 2005, the
underlying collateral for the Retirement System’s repurchase agreements in the amount of $2,817,000 was
exposed to custodial risk as it was held outside the name of the trust.

Also as of December 31, 2005, the Retirement System was exposed to custodial credit risk for the
uncollateralized deposits with banks that were not covered by Federal Depository Insurance Corporation or
the State Deposit Guarantee Fund in the amount of $100,000. Subsequent to year-end, deposits with banks
were reduced to less than $500,000. All deposits with banks are currently fully insured and no longer

exposed {0 custodial credit risk.

The following table presents the Retirement System's total cash, deposits and cash equivalents as of
December 31,2005: {amounts are in thousands of dolars)

The difference between the carrying value and bank balances are due to outstanding checks and
deposits not yet processed by the bank. Deposits in excess of a predetermined amount are maintained in
overnight repurchase agreements and transferred to a bank checking account as checks are presented for

payment.

Foreign Currency Risk —
Foreign currency is the risk that changes in currency exchange rates will adversely affect the fair value

of an investment or deposit.

The Retirement Systems exposure to foreign currency risk derives from its positions i foreign currency
denominated international equity and fixed income investments. lts exposure to foreign currency is as
follows: (amounts are in thousands of dollars)
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quity Inc
Private Equity-

Interest Rate Risk —
Interest rate risk is the risk that changes in interest rates will adversely affect the fair market value of an

investment. Duration is @ measure of an investment's sensitivity to changes in interest rates. The higher the
duration, the greater the changes in fair value when interest rates change. The Option-Adjusted Duration
method of measuring duration takes into effect the embedded options on cash flows.

The Retirement System does not have a formal investment policy that limits investment maturities as a
means of managing exposure to losses arising from increasing interest rates with the exception of the cash
equivalent portfolio. The investment policy limits the duration of individual securities held in the cash
equivalent portfolio to 2.5 years. In addition, the duration of the entire cash equivalent portfolio should be
between 1 and 2 years.

As of December 31,2005, the Retirement System had the following Option-Adjusted Durations for the
fixed income investments: (amounts are in thousands of dollars)

=X

* Represents $211,104 invested in bond mutual funds for which the duration was not available.
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Security Lending -

The Retirement System participates in a security-lending program for the lending of corporate bonds,
equity and government securities to qualified brokers. Collateral received for securities loaned consists
primarily of cash. Other forms of collateral are letters of credit and government agency securities. Collateral
for domestic issues is set at 102% of the fair value of the securities loaned at the time of the initial
transaction. If the value falls to 100% of the fair value of the securities loaned, additional collateral is
obtained to reestablish collateral at 102% of the fair value of the securities loaned. Collateral for
international securities is maintained at a level of 105% of the fair value of securities loaned at all times.
The net investment income earned on collateral is divided between the custodian, as a fee for its services
under the program, and the Retirement System, according to agreed upon rates. For 2005 and 2004, the net
investment income realized from security lending was $318,135 and $290,787, respectively.

Securities loaned and the collateral held were as follows: (amounts are in thousands of dollars)

The collateral received from security lending transactions are recorded as assets at quoted fair value of
the financial statement date. The Retirement System records an identical amount as a liability, representing
the obligation of the Retirement System to return the collateral at the time the borrower of the Retirement
System's securities return those securities.

The collateral received from securities lending transactions includes cash of $126,947 and $711,140
and U.S. Treasury securities of $3,188 and $3,266 for the years ended December 31, 2005 and 2004,
respectively. Under the terms of the securities lending agreement, the Retirement System has the right to sell
or pledge the cash collateral. The non-cash collateral in the amount of $3,188 and $3,266 for the years
ended December 31, 2005 and 2004, respectively, is controlled by the custodian and, correspendingly, is
not reflected in the Statement of Net Assets Available for Plan Benefits.

At vear-end, the Retirement System has no credit risk exposure to borrowers because the amounts the
Retirement System owes the borrowers exceed the amounts the borrowers owe the Retirement System. The
contract with the Retirement Systemn's custodian requires it to indemnify the Retirement System if a borrower
fails to return the securities (and if the collateral is inadequate to replace the securities lent) or fails to pay
the Retirement System for income distributions by the securities' issuers while the securities are on loan.

{6) Financial instruments With Off-Balance Sheet Risks —

A currency forward is a contractual agreement between two parties to pay or receive amounts of foreign
currency at a future date in exchange for another currency at an agreed upon exchange rate, Forward
commitments are entered into with the foreign exchange department of a bank located in a major money
market. These transactions are entered into in order to hedge risks from exposure to foreign currency rate
fluctuations. Recognition of realized gain or loss depends on whether the currency exchange rate has moved
favorably or unfavorably to the contract holder upon termination of the contract. Prior to termination of the
contract, the Retirement Systern records the amount receivable or payable at fair value, with the unrealized
gain or loss reported as a component of net appreciation in fair value.

Unrealized losses on forward foreign exchange contracts at year-end were $28,097 and $51,362 for
2005 and 2004, respectively. At vear-end, the Retirement System holds forward foreign exchange contracts in
the Euro-currency, Japanese yen, Swiss francs and Canadian dollars primarily.

(7) Commitments and Contingencies —

The Retirement System is involved in litigation and certain other disputes arising during the normal
course of operations. Management does nat believe the settlement of such matters will have a material
impact on the Retirement System’s financial statements.

(8} OBRA 1990 Retirement System of the County of Milwaukee -

The County established the OBRA 1990 Retirement System of the County of Milwaukee (OBRA) to cover
seasonal and certain temporary employees who are not enrolled in the Retirement System. Assets of the
OBRA are commingled for investment purposes with the assets of the Retirement Systern. As the assets of the
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Retirement System are lfegally available to pay benefits of either the ERS or OBRA and all assets have been 1
commingled, the Retirement System is considered a single plan for financial reporting purposes. Net assets -
identified for OBRA benefits as of December 31, 2005 and 2004, were as foilows:

Changes in net assets available for benefits for OBRA for the years ended December 31 , 2005 and 2004,
were as follows:

T

As of December 31, 2005 and 2004, respectively, there were 9,477 and 9,091 participanis with vested
benefits in OBRA. The actuarial accrued liability of OBRA at December 31, 2005 and 2004, was $3,530,352
and $2,871,834 , respectively, leaving net assets available less than the actuarial accrued liability of
($2,439,947) and ($1,927,861), respectively, These amounts are not reflected in the required supplementary
information tables that follow the notes to the financial statements.
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Analysis of the dollar amounts of plan net assets, actuarial accrued liability, and unfunded (overfunded)
actuarial accrued liability in isolation can be misleading. Expressing plan net assets as a percentage of the
actuarial accrued liability provides one indication of the Retirement System’s funding status on a going-
concern basis. Analysis of this percentage over time indicates whether the system is becoming financially
stronger or weaker. Generally, the greater this percentage, the stronger the Retirement System. Trends in the
unfunded actuarial accrued liability and annual covered payroll are both affected by inflation. Expressing the
unfunded actuarial accrued liability as a percentage of annual covered payrolf approximately adjusts for the
effects of inflation and aids the analysis of the Retirement System’s progress in accumulating sufficient assets
to pay benefits when due. Generally, the smaller this percentage, or the larger the percentage, if negative, the

stronger the Retirement System.

Notes to Required Supplementary Information

(1) Description —

The historical trend information is presented as required supplementary information. This information is
intended to help users assess the Retirement System’s funding status on a going-concern basis, assess progress
made in accumulating assets to pay benefits when due, and make comparisons with other public employee

retirement systems.

{2) Actuarial Assumptions and Methods -
The information presented in the required supplementary schedules was determined as part of the

actuarial valuations as of January 1, 2006, for the plan year ending December 31, 2005. The actuarial
valuations consider the changes effective January 1, 2006. Additional information as of the latest actuarial

valuation follows:
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Valuation date 1/1/06

Actuarial Cost Method Aggregate Entry Age Normal

Amortization Method Level percent of payroll, closed

Equivalent Single Amortization Period 27 years

Asset valuation method 5-year smoothing of difference between total

expected return versus actual return

Actuarial Assumptions:

Investment rate of return 8.5%
Projected salary increases 5.5%
Mortality RP 2000 Mortality Table

(3) Significant Factors Affecting Trends in Actuarial Information —

2006 Changes in Plan Provisions or Actuarial Assumptions Since Prior Year -

¢ Increase annual compensation limit to $220,000.

¢ Increase annual benefit limit to $175,000.

* Decrease in the discount rate to 8.0%.

* Increase in backrop utilization assumption from 50% to 70%.

2005 Changes in Plan Provisions or Actuarial Assumptions Since Prior Year —

» Increase annual compensation limit to $210,000.
» Increase annual benefit limit to $170,000.

2004 Changes in Plan Provisions or Actuarial Assumptions Since Prior Year—

* Increase annual compensation limit to $205,000.

* Increase annual benefit limit to $165,000.

* Decrease in discount rate to 8.5%.

* The amortization period for plan amendments, assumption changes and actuarial experience was
changed from 20 years to 30 years. Future plan and assumption changes, as well as, actuarial gains and
losses will be amortized over 30 years from the date established.

*» Changed from smoothing unrealized gains or losses to smoothing difference between total expected’

return versus actual return,

2003 Changes in Plan Provisions or Actuarial Assumptions Since Prior Year —
* Beginning January 1, 2003, the pension benefit is based upon a final average salary equal to the three
highest consecutive years of earnings for employees who became members of the Retirement System
after December 31, 1981, except for represented deputy sheriff members.
» Assumption that 50 percent of eligible retirees will elect to receive both a backdrop payment option of
4 years and a monthly pension benefit upon retirement.

2002 Changes in Plan Provisions or Actuarial Assumptions Since Prior Year -

¢ Increase in annual compensation limit to $200,000.

e Increase in maximum annual benefit limit to $160,000.

* Increase in discount rate to 9.0%.

* For purposes of computing the ARC by the County, the unfunded actuarial accrued liability of

$(128,085,000) will be reamortized over a 20-year period ending December, 2020. The unfunded

actuarial liability, as of January 1, 1996, was being amortized over a 40-year period ending December,
. 2035. Plan and assumption changes, as well as, actuarial gains and losses since january 1, 1996, were

also being amortized through December, 2035. Effective January 1, 2002, future plan and assumption

changes, as well as, actuarial gains and losses will be amortized over 20 years.
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Expenses(4):
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NET FUND ASSETS
FAIR VALUES 2005-1996
(in millions of dollars)
(unaudited)
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ACTUAL COUNTY CONTRIBUTIONS
¢in millions of dollars)
(unaudited)
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Legal Advisors:

Milwaukee County
Corporation Counsel

Reinhart, Boerner, Van Deuren s.c.
Milwaukee, Wisconsin

Foley & Lardner
Milwaukee, Wisconsin

Actuary: -

Buck Consultants (hired 2/28/06)
Chicago, Hlinois

Disbursing Agent:

County Treasurer

Custodian/Securities Agent:

Mellon Trust
Boston, Massachusetts

Medical Board:
Aurora Medical Group

Investment Consultant:

William M. Mercer
Investment Consulting, Inc.
Chicago, Hlinois

Cash Management Manager:

Melion Trust
Boston, Massachuseits

Standish Mellon Asset Management
Woburn, Massachusetts

Venture Capital Investment Managers:

Adams Street Partners
Chicago, illinois

Progress investment Management Co.
San Francisco, California

CONSULTANTS
as of December 31, 2005
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Equity Investment Managers:

Ariel Capital Management Group, Inc.
Chicago, linois

Artisan Partners
Milwaukee, Wisconsin

Boston Partners Asset Management, Inc.
Boston, Massachuselts

Earnest Partners, Inc.
Atlanta, Georgia

Hotchkis & Wiley Capital Management
Los Angeles, California

Mellon Capital Management
Pittsburgh, Pennsylvania

Reinhart & Mahoney Capital Management
Mequon, Wisconsin

Waestfield Capital Management Co., Inc.
Boston, Massachusetts

Fixed income Investment Managers:

Loomis, Sayles & Company, Inc.
Baston, Massachusetts

JP Morgan Investment Management, inc.
New York, New York

Mellon Capital Management
Pittsburgh, Pennsylvania

International Investment Managers:

Capital Guardian Trust Comparny
Brea, California

Granthum, Mayo, Van Otterloo & Co.
Boston, Massachuseits

Real Estate investment Trusts Manager:

ING Clarion Real Estate Securities
Radnor, Pennsylvania




